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Importance of Dairy Enterprise Analyses
Dairy businesses often are comprised of many activities that complement or compete with one another, these parts being enterprise units. Many dairy operations maintain cropping enterprises that typically have complementary resources such as feed and manure. Raising heifer calves or feeding dairy steers are examples of enterprises that would compete with one another due to sharing of resources including feed, facilities, and labor. At times a dairy may have a supplementary enterprise which does not compete with or complement another enterprise, such as utilizing a pasture that cannot be utilized in an alternative way.
Enterprise analysis is the evaluation of an enterprise to determine the profitability. This analysis can be done with historical or projected values. Additionally, it can be completed on any desired time frame, but typically, enterprise analysis is completed on a yearly or production cycle time period.
Enterprise analysis should be completed on all parts of a business to determine how each enterprise utilizes the business resources and contributes to the business financially. When reviewing each enterprise one should keep in mind how it contributes to the whole farm business' goals and strategies in comparison with the other enterprises. Enterprise analysis can hold a lot of value and be an important financial tool if revenues, costs, labor, land, and capital are allocated correctly.
Dairy profitability is primarily driven by milk price and production on revenue side and on expense side by feed, labor and heifer replacement costs. Measures of net returns given varying levels of production based on type of management and/or cow type is needed for producers to gauge the current financial outlook for their operation.
Use of ISUEO Dairy Enterprise Budgets
ISU Extension and Outreach Dairy Team created budgets for a panoply of dairy production systems to include conventional, grazing, organic and organic-no grain systems. In addition, a heifer sub-budget was also created as part of each budget. Users can download 2018 budgets at www.extension.iastate.edu/dairyteam under the farm management tab (examples given at end of article). There are two Excel files, one for the conventional and pasture based budgets and a second for the organic based systems. The summary tab for each of the files will give users a quick glimpse into the types of budgets in each of the files. Users can then scroll through each tab for user information and/or budget for the particular production system. A heifer budget, as mentioned earlier is to the right of each of the budgets. A users' guide is available to help users understand the workings of the spreadsheet files along with budget use basics. Finally, a blank template is available for producers to input their own data for their own enterprise analysis.
Dairy enterprise budgets allow one to evaluate expected revenue including quantity and price of output, milk or meat, and additional sources of income including sale of bulls and heifers. On the cost side, one can evaluate feed and other operating costs; buildings and equipment investment; paid and unpaid labor resources; and all other inputs required. These revenues and costs lead to the profitability of the enterprise which can be measured on a whole herd, per cow or per cwt. equivalent basis.
The dairy enterprise budgets are designed based on an average producer given the associated production and herd type parameters. Additionally, the dairy budgets use industry averages or standards as assumptions for various calculations which may vary from an individual farm's management practices.
These numbers are to be used for planning. When real farm data is available, it should be utilized to obtain a more accurate representation of the given operation. Therefore, producers must evaluate their resources, input quantities, related prices, and expected output to determine profitability and net return per operation, per cwt., or per cow.
Budgets Based on Production or Management
There is a wide variety of management practices and structures that make up the Iowa's dairy industry. The dairy budgets include estimates of production returns for multiple types of dairy enterprises including organic, pasture, and conventional based systems at varying production levels and breeds. Estimates are intended to reflect average management intensity for the given level of production and dairy breed type.
Application
Individual farm factors may affect costs and returns, so each farm should adjust the inputs to represent their own situation. ISU budgets can act as a benchmark for average enterprises in Iowa, comparison between system types or production levels, or a starting place to make adjustments for analysis or for future planning. One must note that dairy enterprise budgets measure profitability versus cash flow; therefore, additional analysis may need to be completed before making management decisions.
2018 is predicted to be another difficult year for dairy. A reason why it is paramount to use the Iowa Dairy Budgets as many producers contemplate their future in the dairy industry.
